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THE RELATION OF MARGINAL RENTS TO PRICE. 

At the outset it must be noticed that the term "marginal 
land" may refer to land on the margin in each and every 
separate industry, or to the land on the margin in relation 
to all industry, — to the entire network of industries in the 
country or in the world. The first may be termed a relative 
margin, the latter, an absolute extensive margin. There 
is, for example, marginal land used for building lots, and 
marginal land used for raising wheat; but in both cases, 
under ordinary conditions, the land, if not used for building 
sites or wheat-growing respectively, would be utilized in 
some other manner. In other words, these lands have, as a 
rule, one or more optional uses. But land may be, and 
indeed actually is, in existence which, if not utilized as it is 
at present, would lie idle, or it is at the present time just 
yielding a return equal to the necessary return to the labor 
and capital employed upon the land. If land was rigidly 
specialized, — that is, if each kind of land was capable of 
being employed in one and only one occupation, and an 
abundance of all necessary varieties existed, — each use of 
land would have an absolute margin, but relative margins 
would be non-existent. On the other hand, if land in any 
one or in all industries were not sufficiently abundant to 
satisfy the demand for the particular products or product 
which the particular quality of land was fitted to produce, 
a surplus would arise even on the poorest land, which would 
be called an absolute extensive marginal rent. Extensive 
marginal rents are, then, of two kinds, — relative and ab- 
solute. The latter is, however, as will be shown later, in 
reality only a special variety of the former, and is theoretical 
rather than actual. 

Turning from the classification of extensive margins to 
that of intensive, two varieties may be distinguished, — 
normal and abnormal. The normal intensive margin is the 
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margin reached in competitive enterprises. In such enter- 
prises, capital and labor are added, increment by increment, 
to a given area of land, until a point is reached where the 
product yields merely interest and wages, — the expenses of 
production. On the contrary, in enterprises involving 
monopoly gains of any sort, no matter how they may arise, 
the normal flow of capital and labor is obstructed, and both 
are diverted into new channels. The return to the marginal 
unit of labor and of capital on a specific area of land is greater 
than in a purely competitive business. The intensive margin 
is not the normal one for the enterprise in question. A rent 
arises in such a case which may be designated an absolute 
intensive marginal rent. In one sense of the word, as long 
as abnormal intensive margins exist, all intensive margins 
are abnormal. Because, if less than the normal amount of 
capital and labor is employed in any particular class of 
industries, more than the normal amount must be diverted 
into other industries, and the true normal margin for the 
latter is depressed. 

It is our problem to discuss the various marginal rents 
and their relation to price. In a theory of price must 
these three rents be considered as essentially different from 
differential rents? But what is meant by the question, 
Does rent enter price ? ' One important criterion has been 
held to be, Would prices be lower if rents were remitted? 
Can this be accepted as a true criterion? Prices are fixed 
by conditions of supply and demand, and may be affected 
by forces which change the intensity or direction of demand 
or by influences which limit or increase supply. A differ- 
ential rent is, from one point of view, the measure of com- 
parative efficiency. A specific increase in differential rents 
may indicate higher, lower, or stationary prices. It may 
mean the resort to a lower margin of cultivation or it may 
indicate increased production on the more productive or 
advantageously situated areas of land. While a universal 
increase of differential rents would signify a lower margin 

1 See article by Professor T. N. Carver, Quarterly Journal of Economics, vol. xv. 
pp. 599, 600. 
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of production, and consequently higher cost of production, 
specific changes in differential rents are not significant. If 
all workers would remit their wages, other things remaining 
the same, prices would be unchanged. If all capitalists 
would refuse to accept interest, and no change take place in 
the conditions of supply and demand, prices must certainly 
remain at the same level. However, are we prepared to 
say that wages and interest do not enter or affect price in 
a different manner than differential rents? If we posit 
that demand and supply remain unchanged, certainly re- 
mission of rent, or interest, or wages, does not affect price. 
The hypothesis of the remission of rent or of wages is, 
however, scarcely permissible, because such remission must 
inevitably change the existing conditions of demand and 
supply. Therefore, the real questions before us are, Does 
or does not marginal rent affect price as does differential 
rent? or, Do marginal rents affect price in a manner similar 
to wages or interest ? 

Before proceeding further, it may be advisable to consider 
briefly the positions taken by some of the leading economists 
who have given attention to this topic, and to attempt to 
roughly classify them. Two general classes may be noticed, 
and under each of the two classes two sub-classes may be 
recognized. 

1. The economists who distinguish marginal from differ- 
ential rents as to their effect upon price. These writers 
measure from an extensive margin: — 

(a) Writers who retain the term "rent," such as 
Mill, Hobson, and Patten. Mill writes: "Rent is not 
an element in the cost of production of the commodity 
which yields it, except in the case (rather conceiv- 
able than actually existing) in which it results from 
and represents a scarcity value. But, when land capable 
of yielding rent in agriculture is applied to some other 
purpose, the rent which it would have yielded is an element 
in the cost of production of the commodity which it is 
employed to produce." J According to Mill, then, there 

1 Mill, Principles (3-6-1-ix.). 
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may be differential, relative marginal, and absolute mar- 
ginal rent. The latter two forms, when existing, affect price. 
Absolute marginal rent is, however, held to be theoretical 
rather than actual. The position of Mr. Hobson l and of 
Professor Patten 2 are practically the same as that of Mill. 

(6) Writers who use a new term for marginal rent. 
Macfarlane 3 declares that the so-called marginal rent, or 
scarcity rent, is not rent at all, but a surplus. He em- 
phatically insists that the term "rent" must be confined 
strictly to a differential return which never enters price. 
According to this economist, any surplus, whether arising 
from land, labor, or capital, which determines price, is not a 
rent. He differs from the above-mentioned writers merely 
in the matter of terminology. 

2. As to the determination of price, marginal rent is not 
essentially different from differential rent. (a) Marginal 
rent does not directly enter price. Marshall, Bullock, and 
Hollander should be included under this sub-head. Mar- 
shall 4 recognizes what has been termed "relative marginal 
rent," but urges that it does not directly affect price. 
He admits, however, that it does indirectly affect price. 
Bullock's position is essentially the same. 5 Hollander is 
more explicit in his denial that marginal rent enters price. 
Such a view, in his opinion, is due entirely to the omission 
of one important factor; namely, the existence of an in- 
tensive margin of cultivation. "The rent of any particular 
price of land may be measured indifferently from the 
extensive or from the intensive margin." e Hobson attacks 
the dose argument upon which Hollander and Marshall base 
their contentions, and points out that the dose argument 
can be applied as well to capital and to labor. He rejects 
the application of the law of rent to the intensive cultivation 

1 Hobson. Economics of Distribution, pp. 120, 121, 300. 

2 Patten, Premises of Political Economy, p. 22. 

8 Macfarlane, Value and Distribution, pp. 130-133. 
4 Marshall, Economics, pp. 459, 460. 

3 Introduction to Study of Economics, pp. 399, 400. 

Quarterly Journal of Economics, vol. be. pp. 178, 179. 
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of land or to the use of a single factor in production, and falls 
back upon the extensive margin as the "sole legitimate 
application of the Law of Rent." Each use of land, except 
the lowest, will yield a marginal rent. Differentials in that 
particular industry will be measured from this margin. 1 
Mr. A. M. Hyde, 2 who maintains that marginal rents do not 
enter price, refers only to extensive marginal rents, and 
maintains that the intensive margin is the same in all 
businesses, — a view which is inadequate, in that it overlooks 
the presence of economic friction and monopoly. The crux 
of the entire problem lies in the fact that in all enterprises 
which possess a measure of monopoly power, or peculiar 
advantages of any sort, the intensive margin is not carried 
down as far as in other industries. 

(b) All rents enter price. Clark 8 and Fetter 4 argue that 
all rents, marginal or differential, play a direct part in de- 
termining price. Clark uses the dose argument, which 
Hobson calls "fallacious," to prove his point. 

We have thus before us a number of apparently conflicting 
and divergent views as to the relations of marginal rent to 
price. Can these views be harmonized in some measure? 
What conclusions can be drawn from an analysis of the 
problem ? 

Let us first look upon industry as a whole over a wide 
area, presupposing abundant land of widely, but gradually, 
varying character, valuable for one or more optional uses, 
and subject at a given time to the law of diminishing 
returns. 

Fig. 1 is an ideal diagram representing such a condition. 
While, of course, there is actually no such regular and smooth 
gradation in the qualities of land as the diagram presents, 
we may accept this curve for the purpose of this discussion 
without serious error, remembering the basic hypothesis. 
At 7 a giTen amount of labor and capital will produce a 

1 Economics of Distribution, pp. 148, 149. 

2 Journal of Political Economy, vol. vi. pp. 368-379. 

3 Distribution of Wealth, p. 354. 

* Quarterly Journal of Economics, vol. xv. p. 442. 
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Fig 1. 




A. Final absolute margin. 

B. Present absolute margin (grazing, etc., margin). 
C Agricultural margin. 

D. Gardening margin. 

E. Manufacturing margin. 

F. Residence (city) margin. 

G. Commercial (stores) margin. 
H. Commercial (offices) margin. 



maximum return. B is the present actual margin of land 
utilization. This margin is, of course, subject to variation 
with changing conditions of demand and supply. A is the 
final absolute margin of utilization, imaginary or real. 
Here land is absolutely valueless for any purpose. In 
mathematical terms, an infinite amount of labor and capital 
would be required to produce a finite product. HH 1 , GG lr 
and so on, are the relative marginal rents in the different 
industries. Varying slightly the hypothesis, if there is no 
land beyond B, and if the demand is increased until land 
is not sufficiently abundant, an absolute extensive marginal 
rent would arise, and the other, or the relative, marginal 
rents would be increased by this amount. 

Without going into the problem at this point, we may 
at least ask the following questions: Where is the line of 
demarcation to be drawn, for example, between agriculture 
and market gardening ? And why should any line be drawn 
when discussing the theory of rent? Is not CCi the margin 
for both agriculture and market gardening? If not, why 
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not have innumerable relative margins, one for every varia- 
tion in the methods employed or the crop grown? If we 
narrow the classification and confine ourselves to oat land, 
for instance, must we not take into consideration the possi- 
bility of rotation of crops, even without changed conditions 
as to demand and supply ? It would seem that the question 
of a relative margin is practically not a simple one. Again, 
we may ask in regard to manufacture, Should or should not 
the land utilized for the sites of dwellings of employees be 
considered as land used for purposes of manufacture? Or, 
in other words, Is not the land used for the dwelling-sites 
of the workmen and that used for the factory itself all in one 
category? Should not both be measured from the same 
relative margin? 

Attacking the problem directly, let us make the hypothesis 
that land is rigidly specialized, absolutely immobile, and 
abundant in each occupation. As many diagrams, similar 
to Fig. 1, may be drawn as there are different occupations 
or industries. Let Fig. 2 represent the curve for wheat land 
absolutely immobile and abundant. That is, there is sup- 
posed to be an abundant quantity of land of gradually 
varying grades of desirability which can be used for wheat, 
but for no other purpose. B is the margin of cultivation, 
— no rent land. Other more desirable pieces of land will 

Fig. 2. 
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receive differential returns. Differential rents are present, 
but not marginal rents. 

Making similar assumptions of different grades or powers 
of productivity upon any given piece of land, so that we 
proceed from higher towards the lower we conclude that an 
increasing amount of capital and labor is required in order 
to yield equal returns, and may, therefore, draw a curve of 
intensive cultivation on a given area, similar to Fig. 2. 

Returning to the consideration of the extensive margin, 
if land is specialized as before, but the supply for any specific 
purpose limited and the demand for the products or services 
of the land firm, the marginal land will receive a scarcity, 
or marginal, rent analogous to the monopoly rent due to 
ownership of a patent, or to that caused by the restriction 
of membership in a trade union controlling a certain in- 
dustry. But the intensive margin would still extend to B 
(Fig. 2). 

If the original problem is again modified by introducing 
competition from below (that of grazing, for example), the 
extensive margin for wheat may be pushed up to B x while 
the margin of the grazing land will extend below B to B 2 . 
As a result, the land still devoted to wheat will, under normal 
conditions, be cultivated more intensively. Now the curve 
of intensive cultivation of wheat will extend below that of 
the extensive curve; and, if capital and labor are absolutely 
mobile, it will extend to B t . Competition from below would, 
then, raise the extensive margin, changing it from an ab- 
solute to a relative margin, and in so doing would cause the 
intensive margin to be lowered if the same amount of 
produce is demanded, since the land between B x and B 2 is 
now utilized for grazing. The additional expense at the 
intensive margin is measured by the vertical line between 
the two horizontal lines passing through B and B 2 . 

If competition presses only from above (market gardening, 
for example), the margin will be lowered both intensively 
and extensively; but the two curves will coincide. Price 
will be raised as a result of increased expenses of production. 

In the third case, optional uses from both the higher and 
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lower class tend to compress the limits for wheat-growing, 
and lead to an extension of the intensive margin. In all 
uses except the lowest a relative margin, not coincident with 
the intensive margin, replaces the absolute extensive margin. 

If capital and labor were perfectly mobile, — flowing im- 
mediately and without friction from one place or occupation 
to another, — and land was mobile, abundant, and of different 
grades of desirability, it seems reasonable to argue that 
returns to capital and labor on the margin, whether intensive 
or extensive, will be equal in all occupations or uses. All 
land rents would, then, be differential, measured indifferently 
from an extensive or an intensive margin. Other forms of 
rent or surplus would disappear. In short, Hobson's land- 
labor-capital margin would be realized. Under this hypo- 
thesis Hollander's conception of the relation of rent to price 
is correct. 

Let us pause in order to summarize our conclusions. 
Remembering that our fundamental hypothesis is that labor 
and capital are mobile, we may classify our results under 
four headings: — 

(1) Land specialized and abundant. Differential, but not 
marginal rents arise. 

(2) Land specialized and scarce. Differential and many 
absolute extensive marginal rents arise. 

(3) Land mobile and abundant. Differential, but no 
absolute extensive marginal rents arise. 

(4) Land mobile and scarce. Differential and one ab- 
solute extensive marginal rents arise. 

Propositions 1 and 2 refer to extensive margins. Propo- 
sition 3 refers to an intensive margin, except in the case of 
the lowest form of land use. Proposition 4 refers to both 
margins. 

The absolute extensive margin is, under the hypothesis 
of mobility of labor and capital, only a special and unusual 
form of a relative margin. Instead of land beyond the 
extensive margin in a particular industry devoted to other 
uses there is no land existing beyond it. A relative margin 
is a shifting one: an absolute extensive margin, if in exist- 
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ence, would be practically fixed and unchangeable. But, 
if economic friction and monopoly were eliminated, the 
intensive margin of cultivation would be everywhere ex- 
tended to the same point, whether the particular industry 
has a relative or an absolute extensive margin. The es- 
sential consideration appertains to the intensive, not to 
the extensive margin. Therefore, both relative and absolute 
extensive marginal rents have no significance in a theory of 
price, if economic friction be eliminated. 1 

As a matter of fact, land is never rigidly specialized or 
absolutely mobile. Partial specialization will cause the 
appearance of many permanent or temporary, absolute 
intensive marginal rents. On the other hand, if one of the 
other factors in production — labor or capital— is able to 
obtain a monopoly or scarcity gain, the return to that 
factor will be fixed at the highest net return. That is, 
increments of this factor will not be added until a normal 
marginal return is reached, — the marginal return for a 
competitive business. The actual marginal unit of a factor 
which possesses an element of monopolistic power ordinarily 
receives a higher return than does a marginal unit of the 
same factor in a strictly competitive business. Land em- 
ployed in businesses which are of a monopolistic nature will 
ordinarily have an intensive margin which is actually higher 
than that of land employed in other enterprises. "Were 
competition free, production would always be carried out to a 
point where the total product would compensate each in- 
crement of capital and labor (of equal efficiency) with exactly 
equal values. These values would come down to the ex- 
pense of production, and there would be no surplus above 
expense of production. But it is because some monopoly 
element has power to limit production before the point is 
reached where average value equals expense that the value 
of the product allows a surplus above its expense." 2 

Another view of the problem may also be presented. If 

1 Up to this point the conclusions are similar to those of Mr. Hyde, although 
reached by a different method of approach. 

2 Commons, Distribution of Wealth, p. 155. 
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"consumption becomes more static and less varied, — the 
surplus of the consumers is increased," and rent and cost 
are increased. "Few wants mean high rents and large 
consumer's surplus." * The other side of the shield is now 
turned towards us. We are viewing the problem from the 
side of consumption. Few wants give little opportunity 
for change from one crop to another, or to put land to its 
best uses. Land must consequently be, to a considerable 
extent, uneconomically specialized, and the few wants are 
necessarily intense. The productive value of the land is 
lessened, and the absolute extensive margin of cultivation 
is lowered and abnormal intensive margins appear. Mul- 
tiplicity of demand tends to produce the same effect as 
mobility of land; namely, to reduce absolute intensive 
marginal rents and to raise the extensive margin of cul- 
tivation. Differential rents signify differences in efficiency, 
but absolute intensive marginal rents arise only where there 
is restriction of supply and obstruction to the normal flow 
of land, labor, and capital. Mobility of these three factors 
and multiplicity of demand tends to eliminate abnormal 
intensive margins and absolute intensive marginal rents. 
World-wide mobility of the three factors would cause the 
intensive margins in all enterprises to be coincident. In 
case of an abnormal intensive margin the marginal units 
and all more desirably situated units in the particular 
business receive a greater return than would accrue to them 
if additional increments were utilized until the intensive 
margin for the business became normal. This additional 
return is an expense from the consumer's point of view, which 
enters price in the same manner as wages and interest. 

What, then, are the final conclusions? 

A. Where monopoly power of any kind exists, absolute 
intensive marginal rents will appear. These rents will 
enter price as do wages and interest, and will accrue to the 
factor possessing the monopoly power, whether that be 
land, labor, or capital. On the frontier, for example, 
where land was cheap, labor and capital were ordinarily 

1 Patten, Dynamic Economic*, p. 82. 
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scarce, and, therefore, received larger rewards than in more 
populous districts. Scarcity or monopoly gain here accrued 
to labor and capital instead of land. On the contrary, 
where land of a given grade is not abundant, an absolute 
intensive marginal rent may accrue to it. Differential 
rents cannot be considered to be monopoly gains. In a 
theory of price a sharp distinction ought to be drawn be- 
tween differential rents and absolute intensive marginal 
rents. 

B. Relative marginal rents and absolute extensive mar- 
ginal rents have no direct significance in a theory of price. 

C. In actual, every-day life in a modern, complex in- 
dustrial society absolute intensive marginal rents may arise 
in regard to any one or all factors of production and in 
any one or in all enterprises. These abnormal margins 
interact upon each other. "Thus monopoly will struggle 
with monopoly." * 

Frank T. Carlton. 
University of Wisconsin. 

1 Patten, Theory of Prosperity, p. 93. 



